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CONTEXT AND RESEARCH QUESTION

— Presentation based on 2 articles + 1 new working paper (see Canelli et al.
2021, 2022, 2023)

— The situation of the Italian economy has been under close scrutiny since the
GF2007 and ESD2009 crises

— The Covid-19 crisis has depressed the Italian economy further

— The surge of inflation due to the rising costs of energy sources is having a
significant negative impact...

— We assess the impact of the energy crisis on the Italian economy
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METHOD: BASIC INFORMATION

— Model type: medium-scale SFC macro-econometric model
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METHOD: BASIC INFORMATION

— Model type: medium-scale SFC macro-econometric model

— Approach: theory to data (reclassification to reduce the density of original
matrices)

— Structure: six sectors (households, firms, banks, government, ECB, foreign)
— Size: 121 equations (81 identities, 40 behavioural), 79 coeff.s
— Data: Eurostat, FA and NFA, annual, 1998-2022

— Environment: R, Bimets package (Bank of ltaly)

— Coding: 17 R files (model upload, tables, in-sample and out-of-sample
predictions, results, figures) + 1 xIs file (data reclassification) + 1 csv file
(reclassified series)
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TABLE 1. BALANCE SHEET, CURRENT PRICES, 2021

Households Firms Government Banks ECB Foreign >
Cash and reserves 200683 0 0 10817 -211500 0 0
Deposits 1428434 0 0 -1428434 0 0 0
Securities 233263 0 -2678397 1366294 868289 210551 0
Loans -763488 -871902 0 1635390 0 0 0
Shares 1372850 -1372850 0 0 0 0 0
Other net FA 1583746 284629 323282 -1563895 -783662 155900 0
Net financial wealth 4055488 -1960123 -2355115 20172 -126873 366451 0
> 0 0 0 0 0 0 0
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TABLE 2. TRANSACTIONS-FLOW MATRIX, CURRENT PRICES, 2021

Firms

Housesholds ~ Current  Capital ~ Gov. Banks ECB Foreign >
Consumption -1030124 1030124 0 0 0 0 0 0
Total investment 0 357215 -357215 0 0 0 0 0
Government spending 0 352718 0 -352718 0 0 0 0
Export 0 582192 0 0 0 0 -582192 0
Import 0 -540198 0 0 0 0 540198 0
Memo: GDP 0 [1782051] 0 0 0 0 0 0
Taxes -483366 0 0 483366 0 0 0 0
Transfers 188601 0 0 -188601 0 0 0 0
Wages 692915 -692915 0 0 0 0 0 0
Interest payments 10905 -2326 0 -60678 29134 13200 9765 0
Corporate profit 738858 -1141970 403112 0 0 0 0 0
Bank profit 29134 0 0 0 -29134 0 0 0
CB seigniorage 0 0 0 13200 0 -13200 0 0
Other payments 60675 55160 0 275577 151307 5171 113584 0
Change in money 15250 0 0 0 -657 -14593 0 0
Change in deposits 57376 0 0 0 -57376 0 0 0
Change in securities -30072 0 0 -105432 -77658 103317 109845 0
Change in loans -27196 0 169601 0 -142405 0 0 0
Change in shares 138716 0 -138716 0 0 0 0 0
Change in other net FA -67825 0 15012 275577 126789 -93895 -255658 0
Change in net wealth 86249 0 45897 170145 -151307 -5171 -145813 0
> 0 0 0 0 0 0 0 0
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METHOD: STEP BY STEP

— Choose level of abstraction (BS) / sketch behavioural equations

— Reclassify Eurostat entries to fit that

— Create "actual” TFM and BS using observed series

— Finish writing identities and missing behavioural equations

— Use Bimets to estimate coefficients and produce in-sample predictions
— Correct in-sample predictions using “add factors”

— Generate out-of-sample predictions (up to 2028) — baseline in line with other
institutions’ predictions (e.g. exogenising consumption)

— Create alternative scenarios and compare with baseline dynamics
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SELECTED BEHAVIOURAL EQUATIONS

— Real investment of non-financial firms:

. Y,
Alog(it) =0+ - Alog (K tl) — Y2 rlea (1)
tf
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SELECTED BEHAVIOURAL EQUATIONS

— Real investment of non-financial firms:

Y,
Alog(it) =0+ 1 - Alog (K tl) =2 e
ti

— Real consumption of households:

YD;_ Vh,_
Iog(ct):al.log< : 1)-H)Q.Iog( : 1>
Pt-1 Pt—1
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SELECTED BEHAVIOURAL EQUATIONS

— Real investment of non-financial firms:

Y,
Alog(it) =70+ - Alog (K tl) — Y2 rlea (1)
tf

— Real consumption of households:

log(ce) = o - log <YD ’-“1> +as - log (Vhf—1> 2)

Pt—1 Pt—1

— Real gross export:

1

log(xe) = 2o + &1 - log(Y_1) — =2 (Xrt—l : 2?_1> 3)
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SELECTED BEHAVIOURAL EQUATIONS (CONT'D)

— Real gross import:

P
log(m;) = po + pa - log(Ye—1) — pi2 - (pt_i> (4)
t7
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SELECTED BEHAVIOURAL EQUATIONS (CONT'D)

— Real gross import:

Py
o8(m) = o+ -log(Yion) — - (22 ) ®)
t7
— Price of import:
log(p{") = to + t1 - log(xre—1) + t2 - log(p|_1) (5)
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SELECTED BEHAVIOURAL EQUATIONS (CONT'D)

— Real gross import:

Py
log(my) = po + 1 - log(Ye_1) — 12 - (,;_1)
ti

— Price of import:
log(p{") = to + t1 - log(xre—1) + t2 - log(p|_1)

— Domestic price level:

Y.
log(py) = 71 - log(pf_y) + m2 - log(p{" ) + 73 - log ( pt 11>
.
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FIGURE 1. SANKEY DIAGRAM OF TRANSACTIONS, 2017
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FIGURE 1. SANKEY DIAGRAM OF TRANSACTIONS, 2020
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TABLE 3. PREDICTED VALUES OF SELECTED VARIABLES IN 2022-2024

NADEF (Nov 2022) IMF (Oct 2022) EU (Nov 2022) Bol (Dec 2022) OECD (Nov 2022) ISTAT (Dec 2022) Model baseline

Variable / period 2022 2023 2024 | 2022 2023 2024 | 2022 2023 2024 | 2022 2023 2024 | 2022 2023 2024 | 2022 2023 2024 | 2022 2023 2024

Growth rates (%)

GDP 37 06 19 32 0.2 - 38 03 11 38 04 12 37 02 10 39 0.4 - 32 05 07
Consumption 39 10 16 28 0.4 - 22 14 - 45 14 07 34 02 05 37 0.4 - 11 07 02
Investment 92 30 41 103 31 - 62 41 - 97 28 22 87 09 33 100 20 - 112 17 08
Import 143 19 43 - - - 6.1 42 - 152 48 29 | 129 17 29 | 132 22 - 10.3 11 4.6
Export 104 15 42 03 01 - 4.9 43 - 104 18 33 | 104 18 32 108 20 - 10.4 5.7 5.7
GDP deflator 3.0 41 27 - - - 31 24 - - - - 32 4.9 27 36 36 - 46 33 27
cPl 7.0 55 26 87 5.2 - 87 66 23 838 73 26 81 65 3.0 82 5.4 - 77 48 37

Gov. ratios (%)

Deficit to GDP' 56 45 37 5.4 3.9 5.1 36 42 5.6 a7 38 7.0 7.7 8.7
Debt to GDP 1457 1446 1423 | 1472 1471 - 1446 1436 1426 - - - 1465 1444 1433 - - - 146.4 1487 1525
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ALTERNATIVE SCENARIOS

In Canelli et al. (2023) we consider the following scenarios:
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ALTERNATIVE SCENARIOS

In Canelli et al. (2023) we consider the following scenarios:

a) Baseline scenario in line with ltalian government, IMF, EC, Bol, and OECD

b) Higher inflation (still 5% in 2025)
¢) Higher policy rate (3.5%][!] over 2023-2025)

d) Higher inflation + higher policy rate

e) Above + austerity (deficit/GDP ratio < 3%)
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FIGURE 3. SELECTED VARIABLES UNDER ALTERNATIVE SCENARIOS
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FIGURE 4. SELECTED VARIABLES UNDER ALTERNATIVE SCENARIOS

(a) Price level (CPI) (b) Inflation rate (% change in CPI)
— Observed °7 Observed
g | ---- Baseline Baseline and scenario 2
= | —— Higher infiation . ~—— Scenarios 1,3, 4
Higher policy rate ~ ©
S o | — Higherinfiation + higher policy rate
2 N7 Alabove + austerity
b <«
g =
; N\
) . v & /
. ™
T T T T T T T T T T T T T
1995 2000 2005 2010 2015 2020 2025 2000 2005 2010 2015 2020 2025
(c) Energy inflation rate (d) Energy import
8
8 1 — oserved & | — oOvserved
- Baseline and scenario 2 ~ | ---- Baseline and scenario 2
g -| — scenarios1,3,4 = Scenarios 1, 3,
3
]
2 -
3
B B
24
3
?
o 2
3 3
B ?
’ &
T T T T T T T T T T T T
2000 2005 2010 2015 2020 2025 2000 2005 2010 2015 2020 2025

A




FIGURE 5. SELECTED VARIABLES UNDER ALTERNATIVE SCENARIOS
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FINAL REMARKS

— The current energy-led surge of inflation is going to be a serious threat to
economic growth and the long-run sustainability of government debt/GDP
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FINAL REMARKS

— The current energy-led surge of inflation is going to be a serious threat to
economic growth and the long-run sustainability of government debt/GDP

The debt/GDP ratio rose from 106.2% in 2008 to 155.8% in 2020

Model simulations show that the debt/GDP ratio will keep rising in the next
few years (under every scenario)

A tight monetary policy and/or austerity measures (to reduce inflation) can
only make things worse...
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